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My purpose in writing this article is to provide a simple explanation of how the RRSP Home Buyer’s Plan (HBP) works. 
The HBP provides first time home buyers with a cash “gift” of from $10,000 - $18,000 per couple courtesy of Canada’s federal government (see Table 2, below).
As a Realtor who has helped many first time buyers, I have often struggled to make the process and the advantages of the HBP clear and simple. The HBP is great but it can be a bit tough grasping all the fine points, especially the timing rules.  So, I hope to do three things in writing this article:
1. Make it easy for buyers to understand the HBP
2. Increase the number of buyers who use the HBP 
3. Help buyers take best advantage of the HBP.
Qualifying Rules

· First Time Buyer (FTB) - not owned a residential property for 5 years,

· Spouse (including common law) must also be a FTB. Both must be FTB for either to use the HBP.
· Individuals, other than spouse, can co-invest in this plan if they are FTB’s.
· Resident of Canada and the home is located in Canada.
· Buying (new or re-sale) or building your own principal residence. 
· Buying or building a better access home for a disabled dependent relative.
· Possession (moving in) is within one year of acquiring it (even if it is for 1 day).
I will start with simplifying the timing rules with regard to creating, withdrawing and repayment.  What follows are two extremes (shortest and longest times) that will illustrate the timing rules quite well. You are likely to fall somewhere in between these extreme limits. 
90 Day Minimum - Create/Withdraw Rule

Create RRSP – minimum 60 days before Closing (take ownership of your home).
Withdrawal RRSP – no later than 30 days after Closing (another rule)
This satisfies the rule of 90 days minimum between creation and withdrawal.
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Note: 30 days after closing is a “no later” time for withdrawals to qualify. It is a “no sooner” time as well, in this case, because of the 90 day rule. That is, if you create an RRSP only 60 days before closing as illustrated in the example above, you have to wait until 30 days after closing to withdraw from the RRSP to satisfy the 90 days rule. Plus, you can’t delay withdrawals any longer than 30 days after Closing in any case, because this is also a rule.
Example with dates:
Sept 1/05 – Create funds (60 days before closing)
Nov 1/05 – Close (takes ownership/acquire house)
Dec 1/05 – Withdraw (30 days after closing, no later and also no sooner in this case)
Apr/06 - (year following) – Claim tax deduction (if funds were newly created on Sept 1) 

Jan/07 -  (year following, 2nd year following Close) – Return 1/15 of withdrawal into 

a RRSP of your choice. No tax credit as it was already given to you.
Tip
First time buyers wanting to take advantage of this plan need to create their new RRSP at least 60 days before their closing. Unfortunately, if you wait this long, you will not be able to have the funds available for closing costs, buying new appliances or window coverings, etc. So to take best advantage, create the RRSP sooner so that the withdrawal can happen before closing.  Talk to your RRSP provider to allow for the time it takes for them to get the money to you after you request the withdrawal. 
RRSP Home Buyer Plan (HBP) - Simplified

Early Withdraw of Funds – Longest Possible Time – 21 months
If you need the RRSP funds well in advance of closing this example simplifies these rules.

But first, why would you withdraw funds so far in advance of closing? Well, perhaps you are building a new house and need to make interim payments to the builder.  Perhaps, you need the money for something not related to the house purchase (a new car, vacation, etc.).
Tip: Most people do not realize that the plan does not restrict what you use the money for as long as you meet the other requirements, i.e.; being first time buyers and the timing rules discussed in this paper. (Also, see Qualifying Rules above)

· Current Year – Withdraw funds.  Must have been created for at least 90 days prior to withdrawal (90 days rule). Lender will not withhold tax if designated for RRSP HBP so you get 100% of the funds.


e.g.  Jan 1/2005   (so would have had to create this RRSP no later than Oct 1/2004 to 





satisfy the 90 days rule) 
· Following Year – Get tax refund if new RRSP was created above. Or, pay no tax on withdrawal if existing funds were used (you already got the refund on these).


e.g.;  Apr/2006 (file earlier if you can)
· Following Year – Closing must be no later than October 1st.
(That’s 21 months from withdrawal date – one year plus 9 months )


e.g.; Oct 1st 2006  (no later than) is another fixed timing rule that applies to “early” withdrawals. By “early” I mean that the withdrawal is in the year prior to Closing (as in this example). Closing no later than October 1st of the year following withdrawal is the rule. If you withdraw and close in the same year you can close in any month and only have to meet the 90 days rule.
· Two Years Later – Begin repayment (to yourself) into a RRSP 1/15 of what you withdrew.  



e.g.; Jan/2008   per person max of $20,000 – repay 1/15 = $1,333.33
RRSP Home Buyer Plan (HBP) - Simplified
Frequently Asked Questions
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1. Who is considered a first time buyer?

This is anyone who has not owned and occupied a home for the last 5 years.  Both you and your spouse must qualify for either of you to use this plan. If you owned but did not occupy (i.e.; you were a landlord or investor), you still qualify.
Let me be extra clear: If you never owned/occupied a home for the last five years but your spouse owned/occupied a home (a principle residence) within the last five years and you were a couple (spouse or common law) for any part of that time, neither of you can use this plan. 
You can re-qualify as a first time buyer if you cease owning/occupying (i.e.; rent) for 5 years and then decided to buy a home again.

2. How much can I apply towards this plan?

You, or you and your spouse, or you and one or more individuals can each use up to $20,000 towards this plan.  This can be any combination of existing or newly created RRSP. Newly created funds must exist for at least 90 days before withdrawal.
So you could take $15,000 out of an existing fund and create and withdraw an additional $5,000 from a newly created fund. You would not pay any tax on the $15,000 existing funds withdrawn and you would get a tax refund (next year) on the $5,000 of newly created funds (even though you created it and then cashed it in). 
3. What about RRSP Deduction Limits? (newly created funds).
The Government sets limits on RRSP income tax deductions.  You can invest as much as you like in RRSP but only a certain amount will qualify as a tax deduction in any given year. 
Deduction Limits (income tax) apply to newly created funds only and do not apply to withdrawal of existing funds. Don’t forget the HBP has limits ($20,000 per person) and this applies no matter if the funds are from existing or newly created.
To determine your limit, simply check your most recent Canada Customs and Revenue Agency (Income Tax) Notice of Assessment (sent to you after you file your tax returns) and look at your RRSP Deduction Limit Statement to determine how much contribution “room” you have to create new RRSP’s that are tax deductible. 
So, let’s say you have $10,000 in existing funds and you check your RRSP Deduction Limit and find you only have $5,000 to use. You would then only be able to use $15,000 ($10,000 existing plus $5,000 new) and not the full $20,000 towards the RRSP HBP.  See Table 1 below for other examples.
Table 1: Combining Newly Created and Existing Funds - Examples

	Newly Created Funds

(up to income tax

Deduction Limit)
Provides Tax Refunds

Examples
	+
	Existing Funds
Used

Provide Tax Break Withdrawal is not taxed but no refund) 
	Total RRSP HBP Amount
(Up to $20,000 HBP maximum)


	$10,000

(assumes deduction limit permits)
	+
	$10,000


	$20,000



	$5,000

(assumes deduction limit is only $5,000)
	+
	$10,000

(assume this is all the existing funds available)
	$15,000

	$20,000

(assumes deduction limit permits)
	+
	$0

(funds may have existed but choose to go for the maximum tax rebate by creating and using new funds and leaving existing funds in place – no tax refunds on existing funds)

	$20,000


4. Should I borrow to take advantage of this Program?
YES! Absolutely!
In fact, I suggest you borrow all the funds even if you have the full $20,000 sitting in existing RRSP’s. You only get tax rebates on newly created funds so these are what you want to use (if you have the Deduction Limit to do this – See Answer 3. above) 
Here’s how: Go to your favorite lender and borrow $20,000 (or $40,000, if it’s for two of you).  Tell them you intend to use these funds for the HBP and that this is a short term loan.  They will be happy to lend you at good rates especially if you buy the RRSP through them but you don’t have to.  Depending on your relationship with your lender and your income and credit rating (the usual stuff) you will get a loan at prime plus something - let’s say 6% for an example.  
How much will it cost? :  At 6% per year (and you can likely do better), the loan would cost about $100 per month for $20,000.  You would need to have the loan for 4-6 months so your cost would be about $400-$600 (for each of you, if applicable). 
So you have created the RRSP using borrowed funds, now what?  The best part: you get your tax refund. The amount you get back depends on your marginal tax rate which depends on your taxable income.  Here are some examples based on $20,000. Remember this applies to you and your spouse separately. Do not add your income together when using the table below. 
Refund based on Your Taxable Income – 2005 Rates
Table 2
	Individual Taxable Income (‘000)
	Up to $34
	$35-$59
	$60-$67
	$68-$70
	$71-$115
	$116 & up

	Tax Rate
	25 %
	31 %
	33 %
	35%
	43 %
	46%

	Refund on $20,000 **
	$5,000
	$6,200
	$6,600
	$7,000
	$8,600
	$9,200

	Cost of Loan***
	$500
	$500
	$500
	$500
	$500
	$500

	Net Gain (per spouse)
	$4,500
	$5,700
	$6,100
	$6,500
	$8,100
	$8,700


* Combined Federal & Provincial Marginal Tax Rates, 2005 (approximate)
** Assumes you had the full $20,000 Deduction Limit available for RRSP contributions.

*** Estimated loan cost (6% for 5 months) for illustration only.

5. What if I or my spouses have no income?
There is no tax refund unless you have taxable income (income less other deductions), so do not create new funds greater than what you can claim for that year.  However, if you have existing RRSP and no taxable income, you could withdraw these funds (up to $20,000) and not have to pay as much income tax. You would save the tax payable on $20,000 less your deductions.  So if your deductions were the standard personal deduction of $8,000 (2005) then you would have a taxable income of only $12,000 ($20,000 income from RRSP - $8,000 deduction) and a tax break (not a refund) of $2,000 (25% of $12,000). Money you would have otherwise owed the government. 
Good news: Withdrawing RRSP’s under the HBP does not add to your income and therefore has no affect on your spouse’s ability to use the spouses deduction ($7,513 in 2004) assuming it was otherwise available because you had little or no other income (less than $7,513 for 2004).
 6. I thought this was supposed to be a Simplified?
Okay, sorry, here’s the short version.

New RRSP (provides tax refund only)  
Create new funds (get a loan if you need to) and then withdraw the funds and pay off the loan to get your tax refund.  Does not provide funds other than the tax refunds minus the cost of creating the fund if you borrowed to do this (see table above).You created a fund and cashed it in so there is no funds other than the tax refund and you have to wait until you file and receive your return. File early. You have created something out of nothing!
Existing funds (provides cash immediately, pay no tax) 

Withdraw funds without paying the tax on this income. There is no tax deduction as you got that already when you first created them. You can withdraw up to 21 months before closing.
Remember the use of the existing funds is not restricted in any way so you could use the funds to go for a vacation, buy a car or pay a loan.
Ask a tax expert about special cases. 
7. What happens if I don’t repay 1/15 of my RRSP?

That simply becomes part of your Net Income for that year. Depending on your income and deductions for that year you may or may not have to pay some tax on this “income”.

8. Does repayment affect my Deduction Limit?
No. 
9. Are there any restrictions on what RRSP I create to repay?
No. You have complete freedom to add to existing RRSP’s or create new ones with each repayment.  

10. What if I want to contribute more than 1/15 of what I withdrew under the HBP?

No problem, this is only a minimum. You could choose to “repay yourself” entirely at any time if you had the funds to do so.  On the other hand, you can designate any RRSP contribution to be applied to HBP or not.  The portion not applied to HBP would be a contribution that would be eligible for income tax deduction. The optimum mix of HBP and Non-HBP contributions will depend on your individual income situation.  For example, if your income was expected to steadily increase over the payback period, then early payback is better since you would be able deduct more Non-HBP amounts later when your income (and marginal tax rate) is higher. This is likely the case with first time home buyers. If your income was expected to be declining, then contribute the minimum to the repayment of the HBP so that you get the higher refunds on the Non-HBP portion while you can.
11. Why do you call it “repaying yourself”?

The repayment should not be confused with a loan/debt. You have borrowed money from yourself (from your RRSP) and are simply replenishing this fund. It’s all your money.

12. Are there any exceptions to the first time buyer rule?
Yes, existing homeowners can use the HBP to purchase a more accessible home or a home for a disabled dependent relative.  

Internet links for more information:

Home Buyer Plan – Canada Revenue Agency
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